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'fins report presents the findings de-
vi . loped from an iiuclit undertaken pur-
::leird. to Audit Utalf rc.sponsibilities
and antiloritirs set forth in organiza-
tion u•v, iilations.	 Unless otherwise In-
dic ,.ten in the report, the audit,
 I 11:Vil:W and appraisal of internal

(;ord.r01.; •:i.nd procedures and • such
other ;indit processes, test checks and
veriiication of accounts, assets and
tran:;achoris it:; Were considered ap- •
propriatc and consistent with generally
ai • ei.‘pii.11 audit standards in the eir-
etinistance:i.

Tni ! ,,njcetiv,•:; of the audit, were to
(11'11111111W	 in:war,enient whether

I I ) Adequab c.ontrobi and pro-
:eduits 11;ive been established

alC !whir, applied effec-
tively to safeguard organiza-
tion re:iources and assure
that resources are used only
for approved and legal pur-
poses, and

Activities are	 being con-
1ed	 economically,	 effl-

c,s p tly :ind in conformance
.1 ;o1icy determinations

nic(•ctiin!s.
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S t- LAL Ii. flr
REPORT OF AUDIT

Project AERODYNAMIC

For the Period
I January •969 to 31 December 19(0)

BACKGROUND

1. Subsidy Project AERODYNAMIC • consists of (1) an
Agency-owned corporation AETENURE which is a. Nounv based
emigree political group organized as a commercial taxable
enterprise ostehsibly . servicing contracts for unspecified
u:ers and (2) a MnniCh group, AETERRACE which since the
MiDMILL incident originates most of the project publications
Throad_ The project prdvides Cor the eKploiIation :i11(1

,-p,inion " 1 . i it	 nti7 Sovict resi.stance movement t!:!,
iii	 0.) 	 and through contacts with Soviet citivei::,

	

uur audit incJAided an examination ot the I:	 NI
cover company Linancial records, procedures, and controls

and a review of related Headquarter 's records, contr, , ls and
procedures.	 ror security reasons we did not audit rhc
i..pcndj[lire	 of: ArTERRACE and have re[i ‘..d on Hie c.lse
ottbler's knowledge of the operations and productitAt
Ar1NRRACE to determine that the expenditures appeared
Valid and reasonable.	 If security permits, Divisio.,
should consider the desirability ol acquiring j Lertilied
Piihlic Accountant's (or Chartered AccounLani 1 :0 report
on this phase (4 the project.

SUMMARY•OF FINANCIAL INFORMATION

3. The A g ency investment in AETENURE at 31 December 1969
totale6C	 a AFTENURE recorded income and receipts from
clients in the amount of $132,912 of which	 waS

ticticions income,	 was legitimate income intkIL -1
funded by j KLANCE. The expenses totaled $1.W.,763.

Additional fttumcial. details are contained in kxhii,it	 A
iii I I; attached.	 The Agency investment in AkTLIMAL,L

Ar,T1'.1.1rACt. 	 r-,. : 1“ ,11	 I lic.t)ffit..!),•4 H . Hilwr	 i.9()()	 tol.:11e,1

fop)it whichC 	 ji) tor pi! 71,,ct
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rece . i	 (Jur 1.1T 1.969) was funded by ..11■1,AN(
pen:;e:, LH0.otl
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.1 .	 Pec.ords,	 oeedu res	 yrini I con I roI	 ivYr •

n .1.	 ac	 ry	 op.t that certain	 ((le;	 liii I. he
i	 HaiIlItirlistratlorl of the project: n .ced: ., ii	 r

IC H.. 11111 (. 1 -1 I. e(1.	 I. I	 1.ppoars I hat the pro_ject hie; Peen
Lo t pro • Ject expenses that , shoul.d hav• e been re1

r or pa id iii to the employees ir)ensi On I. ins I:. 	 N10 r1•,:4
1 row H.il;ii.Irhrs oil	 n.ltiri

+His resn t :1. ng I rout I his a udi 	 nre s.timm I1
nut	 tn.i.L.ntl Hi the referenced paragraphs.

it i tor t he cash pos.i Lion and L he ex-In:m(11--
1.n	 ol the cover company to prov y n I 1:Ini

pro	 I rom over,expendi lure o I I (Inds.
p,(r.e,:r,u)11

_	 I. 1 t i n i ILO	 the	 al).i .1,i ty	 lit,	 o	 the
employee	 inins i>11 t: rusI. so ;in; Li	 1

I .y + I t'r	 Ii i;All	 on	 I

.1 I. + . 1inni I	 o I	 I he pro j05 I	 ( I);+

II) Li n	 It Wince 1.0 assi. st	 1..1)(:• emp 1	 y ;:es
ol 1.11e pro ject in man ag.in p t Ii	 t rus I

tintI .	 ( Pa rag r aph 6) •

;1 .	 1' rov.iIt new cent rac Is tor L1)1,2 pro .) ec
HO won l • d !nil; I; or subs I an Lia It 	 i r rcii I.
iind.lnr,	 I.	 LI • le pro jec	 1-,11 )11	 .)

11,1‘,./if	t.	 prepare	 .1.ett(:/•!....	 .111,1	 doc11111(.:11ts
to	 Hut i	 I. hat ;1.11.	 .;t1p1)(»- Li	 ,..1, :ctimin1 ta

I lie	 re.:.-;earcli	 (covert: ) (. :xpend i 1 /ii:;
ee1)•1 1I	 1.1p:	 os ten 5.1 b 1 i. , e 1;	 I	 I

	

,	 .i.lvi1 H-
:;otiL to the cLient.	 (Parar,r.ipl)
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• Give more direction to the project on hoc'
much profit or loss the project should
reflect on its reCordS. (Paragraph 9)

g - Determine the :continued necessity and
reason for the $6,000 yearly payment to
the head of AETERRACE .. ( Paragraph 10)

l). Olarge all ticket Purchases the advance
accounts of.the:,employe'es, to be accounted
Cor upon completion of travel.
(Paragraph 11).

Have project officials execute overt
documents to authorize • the salaries of
project personnel • (Paragraph 12)

Cover Collipany has Overexpended
jts_runds

!;. The project records as Of 31 0.ecember .1.(n ) , t cut J . ucL
a liability to the employees pension trust in the amount
or $10,:.358 yet their. cash position at that date was only	 -
1-00:.2;.	 IL appears the cover company has 1)cen 1.1S:111t; C.X7.;h that,
should h avegone to the,:employeespension trust tor other
project expenses. The payment:ofthis liability without
special funding will reduce the funds available (or projek
expenses during the forthcoming year but provision should
ha made for its liquidatiOn.

Recommendation: We'recommend that SB Division
closelymonitor thcash:pOSition and the
ex,penditures of:thec rove , r , :cOmpany to prevail(
In Lure. overaxpenditi(rp ,s 9fj,(IndS.	 We hir1-11(:c
recommend ' that the , jiabilityof. $10,35 ha
ligu.idated from the projectrecords by trans-
ferring.the funds to:the,:trUst •so • as h)
present a better financial Position on the
financial; statements of the:project.	 In the
Cuture the funds should be transferred to the
trust on a regular basis.
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kmployeon. l'ensi.on Trust ' Needs •
i j r()I f.s S;j i ( )M;t1 ClUiCianCe;

6. The cmpluyecs . pensiOn: fund as of 31 December 1969
 iii imireall 1055 . .0 . 6,79:5 On the .$62,Th	 that

ha been invested sinCe ., 1901and ..a $10;358 receivahle
from the project, : We Teel mOre'professional guidance is
nooded for the trust whiChj.s : managed by theempl(Izes

 trustEvidence of, this is the $ . 1.0,358 receivable which
allowed 0.) accumulate without: . inVesting	 im an income
producing bank account, or treasury note and the unrealized
It 	 of $6,795 in the trust after almost nine years of
operation. We do not feel that the trust will adequately
provide for the employees that are approaching retirement
age. The trust as it is now operated will probably provide
lump sum payments upon retirement whereas investments
providih i :	 ini):10	 morc

; . _,

Recommendation:. : We recommend that Sti Division
seek advice frbm the OffiCe: ,pf Personnel in
managing the t.rtit, fund.:

• Si

Documentation Needed To 
Sults tap Li ate Ntindinq

7. Currently the project is receiving JKLANCN funding
through two fixed-fee contracts from tirms provided hy the::
Ccntral Cover sLirr. At the project's discretion Mency
limits arc segregated into an income and/or a liability
I ccount (cLients funds), Ostensibly the clients funds are
funds advanced by the client to the project Cur research
m ' rk. Actually the project uses.these funds to accumplish'
l he covert activities Of the projecl. The C:ixed-feo
contrilutn provided by the Cove r R r it I...	 pruvi lc:	 tu
Lhe Advance of funds for resedrch,work, nut- is Lhelo ii
oLlicc documentation to support the receipt of client's funds



or research. An outside audit from Internal Revenue or
New York might r ysult .. in:an adjustment of the funds,
currently recorded LIS a liability, to income. Such adjust-
ment might result in'additionaltax as well as questThning
Of thy project's oPerations.

Recommendation: We recommend that new cos-.
tracts he provided that WOuld better
substantiate the current funding of the
project,

E :icpenditures  Are Poorly
Supported

5. The covert project expenses totaling $30,860
(see Exhibit li)mhich are overtly, carried on the project' -•
r ycords as research expenses On''''behalf of their clients,
Jr(! euurly !;:tippurted.	 In irlany yjO . stances Lhe expend:II:arc
is supported Only by a cancelled check made payable to an
individual. Accountings often 'hack necessary explanations

I. would he normal in'businesspractice. 	 PcIrty cash
vonchyr Jrc powrly explained and' s; aetimes not signed.

yecompi .efuta.ljpn: We recommend quarterly letters
he prepar.ed to indicate tfiat ‘ the project haS
scat to its client statemcnt:,, of its ostensible
research expense with all supporting documonLi-
Lion. This might keep unwitting personnel from
internal Revenue; New York State and City from
fluestiunisg the covert activities of Hie prujeci,
We hi rther recommend thataccountings he better
documented with name,• pUrpoSes and business
like explanations and thattne support to the
OS tensible research exp .endit.6res be retA.ined
the project fur Audit :Staff.,?review.

,..1;_1 (.piarters Direction Needed

( 1 • The project decides when and how much of the Agency
I tlilds Arc h; be applied to ,income and liability and

i	 es a Ticticious year end . receivab I o	 nor case
prolit to enable it to regul .ate the amount of loss or

pr,,VAL refteeted on its records.



No Authority ror Continuing
Pavment

Tickets ror•travel Not,-
,Acc ..mii Led Nor

Recommendation: We recommend that the SR
Division give the project more direction on,
how much profit or loss the project should
show on their records . each • Year.

10. Included in representatives eNpense is $o,000
p;iid to ;LH individual residing .:in . Rome who we were in
heads AkTkRRACE. We coUld'find,nO authority Vor this
payment and could notqetc!rmine;hat services were !wing
proviI ed hy this individualHfor_the $6,000 payment IAv
receives each year.

Recommendation: We recommend that SR Division
determine the continued necessity and reason
Cor this $6,000 yearly 'payment.

II. Tickets purchased for travel hy project personnel
are charged to expense at the time of purchase.

Recommendation: . We recommend. that at the
time of purchase all .tickets be "charred to
the advance account of th e applicahle
liidividdal unt Li accounted for upon.
.completion.of.thetravel.

Documentation 'Needed . En 

To 1uthori.ze Salaries

.Wi f.ound .	hin the pH) „ice I. I ha
es:Laidishes	 docum.cras Lh c r 	 ( I PI:(),.lcu:
perAonnel.

Reommendatiou:. We recOmmend that SB Division
have project officials execute Overt documents
I o authori .,:e. the sal.aries_of: project personnel.



Exhibit A.

Statement of Financial Condilion
1 January . 1969 - 31 December 1969

• h

$21), um)
(1.

AEROpYNAMIC/AIJENURE

on hand : and in	 • 9:25
C.:asIi in thu:ecorded Swi tzer larfd. bank 	 	2.5,016

..... . .. .. . . 	 $

Acc,umutotod dQprcciAtipn.-.....
DkTosits 	

assets 	 	
;?.

Liabili ties 

payabl 	 	 $ 1,573
A s.c.onn 1L; payabl
1 d i d o■,ees pension plan payable 	 10 ,•358

12,159
I o	 ,	 I Jiiuiiiry 1969 ....
Alvon,:c:; roc yjy yd from Agency

an.sfers to ALTERRACE . ... ..

N	 - Exhibit	 .....

:352.

ILL' liabilities 	

a/ This amount -. of...$25 .,916 'refunded to Agency
IsubSegnent'to:„audi.tdate.

h/	 ki .!cordcd on overt r:ecords...'
Co pi t a I stock	 . ...

u , c1 tuirnings
Cl j cnt's	 .... •

Accounts receivable 	
Plus: Unrecorded Switzerland
bank acCount 	 :lL3,016

‘-;17 4')S



AERODYNAMIO/ALTENURE

Statement of Net Expense
1 JantRiry 1069 - 31 December 1009

Payroll aHd personnel.: benefits.

	

......	 .
.....

	

.....	 ..	 .

	

...	 .
SlatAoncry and supPlies.„'„
Postage
Hooks ........	 ..... .
Depreciation . . . . ...
Light. 	
UnterLainmen.t
Miscellaneous .....

Ii	 Y.; UM	 1 1 I. V CS	 ...	 . 	
Tr;t\,1:1 	
B(mks 	
Photocopying and implicating..
Intrviews ......	 ......
HH1letin
Affiliated grouv-;

iling program.P;iel ..;ige ma
Hoot:	 r Lim	 . ....

Ihi I	 L	 .

Administrative Expenses:

.• • • • • • •

6;455.
4,457
" 950
1,o1.1
1,018

884

513':
286

041

$ 6,",08
5,577

2,17 5
1,775
1,772,

, (m7

",55

total administrative ,expenses... 	

c6vert Pr6 ject Ea) s e_s

;0;8o0

$138,791

"8

ToLA covert project expenses  •

1,1,11	 c•pliscs 	
:

UHtside .tHeome .

...penses - Exhibi t A 	   
	

763

iriCludes .$46 : -in . :adjustmenls on the
unrecorded Swiss bank aecomit.



I	 ii

()111:-, idc 'income recorded as :a
ity	 C. lien t' s, funds 	

1),.11	 i	 I	 H . 1 	 (IV ( . 1'	 1:1)1111);Iii.y

AERODYNAMIC/ALTENURk

Statement Of Net Expense
1 January 1969 	 31 De ce mb e r 1909

	

M( . 1, f'xpen:ics (par,c	 .	 ...

Covert expenses recorded as research
exTensos on 'behalf of

JKLANCk fundinr recorded as income.

1 14	 I,	 1,w.; hfILUIIII 	

Nank chitrw..:, on unrecorded
Switzerland bank. .. , .. ..

$30,1d
,000

• 134,860.

L	 "L;


